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REPORT OF INDEPENDENT AUDITORS 
 
 
 
 
Mr. Thomas L. Wagner, Jr., CPA 
State Auditor 
State of South Carolina 
Columbia, South Carolina 
 
 
We have audited the accompanying combined financial statements of the South Carolina State Budget 
and Control Board, Office of Insurance Services (the “Office”) as of and for the years ended June 30, 
2000 and 1999, as listed in the table of contents.  These financial statements are the responsibility of the 
management of the South Carolina State Budget and Control Board, Office of Insurance Services.  Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with generally accepted auditing standards.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation.  We believe that our audits provide a reasonable basis for our 
opinion. 
 
As discussed in Note 1, the accompanying financial statements of the South Carolina State Budget and 
Control Board, Office of Insurance Services are intended to present the financial position and results of 
operations and cash flows of its proprietary fund type of only that portion of the funds of the State of 
South Carolina that is attributable to the transactions of the funds of the South Carolina State Budget 
and Control Board, Office of Insurance Services. 
 
As discussed in Note 15, the Office is currently in violation of Section 1-11-710(A)(4) of the South 
Carolina Code of Laws, 1976, as amended.  Additionally, the Office has incurred operating losses for 
the past four years which has resulted in a retained deficit in the Health, Life and Disability Insurance 
Reserve Fund.  Managements analysis of these losses is more fully discussed in Note 15. 
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In our opinion, the combined financial statements referred to above present fairly, in all material 
respects, the financial position of the funds of the South Carolina State Budget and Control Board, 
Office of Insurance Services, as of June 30, 2000 and 1999, and the results of operations and cash 
flows of its proprietary fund type for the years then ended in conformity with generally accepted 
accounting principles. 
 
Our audit was made for the purpose of forming an opinion on the combined financial statements taken 
as a whole.  The other financial information listed in the table of contents is presented for purposes of 
additional analysis and is not a required part of the combined financial statements.  Such information has 
been subjected to the auditing procedures applied in the audits of the combined financial statements and, 
in our opinion, is fairly stated in all material respects in relation to the combined financial statements 
taken as a whole. 
 
 
 
 
 
September 22, 2000 
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 
 

(2) Health, Life, and Disability Insurance Reserve Fund (internal service fund)-The 
Health, Life, and Disability Insurance Reserve Fund provides health insurance to eligible 
employees and retirees of State agencies and school districts who elect coverage through 
either a health maintenance organization or through the State’s self-insured health plan.  In 
addition, effective January 1, 1999, the Office began offering a managed care pilot program 
limited to Medical University of South Carolina’s (MUSC) employees living in Charleston, 
Dorchester or Berkeley counties.  The “MUSC managed care program” is a self-insured 
HMO point of service plan.  Premiums are paid through payroll deductions.  The State Life 
and Long-Term Disability Plan is a self insured group life and long-term disability plan 
available to eligible active state and public school employees enrolled in a State health plan.  
All dental coverage is through the State’s self-insured plan which is available to eligible State 
and public school employees and retirees.  Health and dental premiums are paid from State 
funds and through payroll deductions for  eligible State and public school employees.  
Premiums for participating retirees are paid by the Agencies  and  the  School  Districts  
through  the retirement system (employer share) and directly from the employee (employee 
share).  State agencies and the local school districts pay the premiums for the following 
insured plans which are available to eligible full-time employees enrolled in a State health plan:  
(1) basic group life, and (2) basic long-term disability plan.  The dependent/optional life 
program is available to eligible State and public school employees.  Premiums for the 
dependent/optional life program are paid through payroll deduction.  Premiums and the retiree 
surcharge (see Note 4) for the self-insured health and dental plans are actuarially determined 
and approved by the South Carolina State Budget and Control Board.  Long-term care 
insurance is also available to eligible State and public school employees.  Premiums for long-
term care insurance are paid through payroll deductions.  The long-term care plan is fully 
insured.  Details on eligibility requirements and coverage for all plans are contained in the 
Insurance Benefits Guide.  Premium rates for all plans are reviewed on a calendar year basis 
annually and adjusted as considered necessary after actuarial calculation.  Interest income is 
considered in the premium rate setting process.  The State as the predominant participant, 
retains the risk of loss for the self-insured health, dental, basic life and basic long-term 
disability coverages. 



SOUTH CAROLINA STATE BUDGET AND CONTROL BOARD 
OFFICE OF INSURANCE SERVICES 

 
NOTES TO COMBINED FINANCIAL STATEMENTS  

 
— CONTINUED — 

 
 
 

9 

 
1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Basis of Accounting 
The accounting and financial reporting treatment applied to a fund is determined by its 
measurement focus. 
 
All proprietary funds are accounted for using the economic resources accounting measurement 
focus which is upon determination of net income, financial position, and cash flows.  Under this 
method, all assets and all liabilities associated with the operation of these funds are included on the 
balance sheet.  Fund equity (i.e., net total assets) is segregated into contributed capital and 
retained earnings components.  Proprietary fund-type operating statements present increases 
(e.g., revenues) and decreases (e.g., expenses) in net total assets.   
 
All proprietary funds use the accrual basis of accounting.  Revenues are recognized in the 
accounting period in which they are earned and become measurable; expenses are recognized in 
the period incurred, if measurable.  The Insurance Reserve Fund reports claims liabilities when it is 
probable that a loss has occurred and the amount of the loss can be reasonably estimated.  The 
Health, Life, and Disability Insurance Reserve Fund establishes claims liabilities when the 
information available prior to the issuance of the financial statements indicates it is probable a 
liability has been incurred by the date of the financial statements and the amount can be reasonably 
estimated. 
 

The Governmental Accounting Standards Board (GASB) is the recognized standard-setting body 
for generally accepted accounting principles for all State governmental entities.  The accounting 
policies of the Office conform to generally accepted accounting principles applicable to 
governmental proprietary activities as prescribed by GASB.  Accordingly, the Office applies all 
applicable GASB pronouncements and has elected to apply only those  applicable standards 
issued by the  Financial Accounting Standards Board on or before November 30, 1989, unless 
those pronouncements conflict with or contradict GASB pronouncements. 
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Cash and Cash Equivalents 
For purposes of the statements of cash flows, the Office considers all highly liquid securities with a 
maturity of three months or less at the time of purchase to be cash equivalents.  Because the 
State’s internal cash management pool operates as a demand deposit account, amounts invested 
in the pool are classified as cash and cash equivalents.  The State Treasurer administers the cash 
management pool.  The pool includes some long-term investments such as obligations of the 
United States and certain agencies of the United States, obligations of the State of South Carolina 
and certain of its political subdivisions, certificates of deposit, collateralized repurchase 
agreements, and certain corporate bonds.  Most State agencies participate in the internal cash 
management pool; however, some agency accounts are not included in the pool because of 
restrictions on the use of funds.   
 
The State’s internal cash management pool consists of a general deposit account and several 
special deposit accounts.  The State records each fund’s equity interest in the general deposit 
account; however, all earnings on that account are credited to the General Fund of the State.  
Deposits in the general deposit account are recorded and reported at cost.  However, the Office 
reports its deposits in the special deposit accounts at fair value. Investments in the pool are 
recorded and reported at fair value.  Interest earned by the agency’s special deposit accounts is 
posted to the agency’s account at the end of each month and is retained by the agency.  Interest 
earnings are allocated based on the percentage of an agency’s accumulated daily interest 
receivable to the total income receivable of the pool.  Reported interest income includes interest 
earnings, realized gains/losses, and unrealized gains/losses on investments in the pool arising from 
changes in fair value.  Realized gains and losses are allocated daily and are included in the 
accumulated income receivable.  Unrealized gains and losses are allocated at year-end based on 
the Office’s percentage ownership in the pool.  Although the cash management pool includes 
some long-term investments, it operates as a demand deposit account; therefore, for credit risk 
information pertaining to the internal cash management pool, see the deposits disclosures in Note 
2. 

 
The amounts shown in the financial statements as “cash and cash equivalents” represent cash on 
deposit with the State Treasurer as a part of the State’s internal cash management pool, and cash 
invested in various short-term instruments by the State Treasurer and held in separate agency 
accounts. 
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Investments 
Investments, in accordance with Governmental Accounting Standards Board (GASB) Statement 
Number 31, “Accounting and Financial Reporting for Certain Investments and for External 
Investment Pools”, are reported at fair value.   
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Investments (Continued) 
The Office amortizes bond premiums and accretes bond discounts using the effective interest 
method from the date of purchase to maturity.  Realized gains and losses on investments are 
recognized in the year of sale.  Unrealized gains and losses in investments  resulting from changes in 
fair value are recognized as investment income in the period of occurrence.   
 
Interest income consists of interest earned during the year, amortization of premiums and accretion 
of discounts, realized gains/losses on securities, and unrealized gains and losses resulting from 
changes in fair value.  Earnings are posted to the agency’s account at the end of each month.  
Securities and securities transactions are reflected in the financial statements on a trade-date basis. 
 
Premium Revenue-Insurance Reserve Fund 
Premiums billed to agencies (premiums receivable) for insurance coverage are deferred and 
amortized into income over the term of the insurance policy. 

 
Premium Revenue-Health, Life, and Disability Insurance Reserve Fund 
Premiums billed to employers, employees and retirees (premiums receivable) for insurance 
coverage are recorded as revenue when earned on a monthly basis.  The retiree surcharge on 
employees is recognized as the liability is incurred by the various State agencies and school 
districts. 
 
Deferred Premium Revenue 
Premiums billed in advance of coverage, payments received in advance of coverage, or in excess 
of amounts billed and premiums collected but unearned are recorded as deferred premium 
revenue in the Insurance Reserve Fund and the Health, Life, and Disability Insurance Reserve 
Fund.   
 
Reinsurance Recovery Receivable 
Reinsurance Recovery Receivable represents claims that have been paid by the Insurance 
Reserve Fund which are recoverable from reinsurers.  Reinsurance permits partial recovery of 
losses from reinsurance; however, the Insurance Reserve Fund, as direct insurers remains 
primarily liable.  Amounts deemed recoverable from reinsurance are deducted from claims 
expenses. 
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Prepaid Insurance Premiums 
Payments made to insurers and reinsurers for services that will benefit future periods are recorded 
as Prepaid expenses and other assets.  The related expense is recognized prorata over the policy 
periods. 
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Fixed Assets 
Fixed assets held in proprietary funds are capitalized at cost if purchased.  Fixed assets 
contributed by other State agencies or funds are recorded at the State’s original acquisition cost 
less accumulated depreciation from the purchase date.  Assets donated by other parties are 
valued at fair market value at the date of gift.  The Office has one class of fixed asset, equipment, 
which is depreciated on a straight-line basis over the estimated useful lives of 5-10 years.  
 
Depreciation expense (for both purchased and contributed assets) is recorded in the applicable 
fund’s administration account.  The capitalization dollar threshold limit for fixed assets is $1,000. 
 
Claims Liabilities Including Claims Incurred but not Reported (IBNR) 
Losses are recorded at estimated amounts at the time they are reported and include a provision 
for expenses associated with claim settlements.  Insurance claims are expensed as incurred over 
the period of coverage.  The Office establishes an unpaid claim liability for claims in the process of 
review, and for IBNR claims.  The liability for IBNR claims is actuarially estimated based on the 
most current historical claims experience of previous payments,  changes in  number of members  
and participants, inflation, award trends, and estimates of health care trend (cost, utilization and 
intensity of services) changes.  Estimates of liabilities for incurred claims are continually reviewed 
and revised as changes in these factors occur and revisions are reflected in the current year’s 
operating statement in the applicable claims expense.  The liability is reported net of estimated 
receivables for salvage subrogation and reinsurance for the Insurance Reserve Fund.  Claims 
payable and the related expense have been reduced by reinsurance recoveries receivable for 
claims paid and for estimated receivables for claims to be paid of approximately $6,100,000 and 
$5,600,000 as of June 30, 2000 and 1999, respectively.  Amounts for allocated and unallocated 
claims adjustment expenses have been included in the calculation of IBNR.  

 
Claim costs for basic group life and long-term disability coverages are actuarially calculated using 
the one-year term cost method; the cost of coverage is the present value of all benefit payments 
that will be made on expected claims incurred during the year following the valuation date.  Claim 
liabilities are equal to the present value, as of the valuation date, of all future payments to be made 
for disabilities and deaths up to that date.  Actuarial assumptions include an interest rate of 5.50% 
for 2000 and 1999, compounded annually. 
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Claims Payable-Insurance Reserve Fund 
Claims payable represents claims resulting from losses that have been incurred and not paid at 
June 30.  The claims payable balance is based on actual losses incurred and settled and estimated 
losses for claims in the final stages of review and settlement.  
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Claims Payable-Health, Life, and Disability Insurance Reserve Fund 
Claims payable in the Health, Life, and Disability Insurance Reserve Fund represents claims 
related to health claims, dental claims, and State Life and Long-Term Disability claims payable at 
June 30.  The claims payable balance is based on claims that have been paid by the third party 
administrators on behalf of the Health, Life, and Disability Insurance Reserve Fund. 

 
Compensated Absence 
Generally all permanent full-time State employees and certain part-time employees scheduled to 
work at least one-half of the agency’s workweek are entitled to accrue and carry forward at 
calendar year-end maximums of 180 days sick leave and of 45 days annual vacation leave.  Upon 
termination of State employment, employees are entitled to be paid for accumulated unused 
annual vacation leave up to the maximum, but are not entitled to any payment for unused sick 
leave.  The compensated absences liability includes accrued annual leave earned for which the 
employees are entitled to paid time off or payment at termination.  The leave liability also includes 
an estimate for unused sick leave and leave from the agency’s leave transfer pool for employees 
who have been approved as leave recipients under personal emergency circumstances which 
commenced on or before June 30, 2000.  The Office calculates the gross compensated absences 
liability based on recorded balances of unused leave.  The entire unpaid liability for which the 
employer expects to compensate employees through paid time off  or  cash  payments,  
inventoried  at fiscal year-end current salary costs and the cost of the salary-related benefit 
payments, is recorded in each applicable internal service fund.  The net change in the liability is 
recorded in the current year in the applicable fund’s administration account. 

 
Fund Equity 
Contributed capital is recorded in proprietary funds that have received contributions of property 
or other assets from other funds and other agencies.  Reservations of retained earnings are limited 
to outside third-party restrictions.  Retained earnings is recorded in proprietary funds to reflect the 
net accumulated earnings of the fund. 
 
Budget 
The General Assembly enacts a budget for the Office within the Division of Operations budgetary 
unit of the State Budget and Control Board which includes only administrative activities and 
provides specific line-item appropriations by program within the budgetary unit.  A statement of 
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budgeted versus actual expenditures by line-item is not required for internal service funds and 
therefore is not presented. 
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1. Basis of Presentation and Summary of Significant Accounting Policies (Continued) 

 
Use of Estimates 
The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect certain reported amounts and 
disclosures.  Accordingly, actual results could differ from those estimates. 
 
New GASB Pronouncement 
June 30, 1999 Governmental Accounting Standards Board (GASB) issued Statement Number 
34, “Basic Financial Statements - and Managements Discussion, and Analysis - for State and 
Local Governments”.  This statement will change the reporting model of governmental entities.  
 
The requirements of this Statement are effective in three phases based on a government’s total 
annual revenues in the first fiscal year ending after June 15, 1999. 
 
• Phase 1 governments with total annual revenues of $100 million or more should implement this 

Statement in financial statements for periods beginning after June 15, 2001.  
• Phase 2 governments with total annual revenues of $10 million or more but less than $100 

million should implement this Statement in financial statements for periods beginning after June 
15, 2002.  

• Phase 3 governments with total annual revenues less than $10 million should implement this 
Statement in financial statements for periods beginning after June 15, 2003.  

 
The Office will follow the implementation schedule for the State. 
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2. Investments and Deposits 
 

As prescribed by Statute, the State Treasurer is the custodian and investment manager of all 
investments and deposits of the Office.  
 
The following table presents the amortized cost and fair values of the long-term investments of the 
Office at June 30, 2000 and 1999. 
 

  Amortized Cost  Fair Value 
  2000  1999  2000  1999 

         
U.S. Treasury obligations  $ 22,395,092  $ 23,005,399  $ 28,286,800  $ 29,490,991 
U.S. Government agencies 

and government-insured 
securities 

  
 
 27,749,485 

  
 
 56,590,680 

  
 
 28,438,030 

  
 
 57,006,747 

Corporate bonds   119,210,938   46,515,580   118,111,876   46,636,220 
Financial and other   95,480,664   100,873,139   94,700,006   100,636,094 

Total  $ 264,836,179  $ 226,984,798  $ 269,536,712  $ 233,770,052 

 
 

At June 30, 2000, the amortized cost of the above investments was comprised of the following: 
 

   
Par Value 

 Unamortized 
Premiums  

 Unaccreted 
Discounts 

 Amortized 
Cost 

         
U.S. Treasury obligations  $ 23,285,000  $ 28,698  $ 918,606  $ 22,395,092 
U.S. Government agencies 

and government-insured 
securities 

  
 
 29,712,910 

  
 
 — 

  
 
 1,963,425 

  
 
 27,749,485 

Corporate Bonds   122,890,000   545,266   4,224,328   119,210,938 
Financial and other   95,975,000   883,490   1,377,826   95,480,664 

Total  $ 271,862,910  $ 1,457,454  $ 8,484,185  $ 264,836,179 
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2. Investments and Deposits (Continued) 
 

At June 30, 1999, the amortized cost of the above investments was comprised of the following: 
 

   
Par Value 

 Unamortized 
Premiums  

 Unaccreted 
Discounts 

 Amortized 
Cost 

         
U.S. Treasury obligations  $ 23,285,000  $ 10,244  $ 289,845  $ 23,005,399 
U.S. Government agencies 

and government-insured 
securities 

  
 
 57,265,062 

  
 
 576 

  
 
 674,958 

  
 
 56,590,680 

Corporate Bonds   47,245,000   164,759   894,179   46,515,580 
Financial and other   100,767,000   577,945   471,806   100,873,139 

Total  $ 228,562,062  $ 753,524  $ 2,330,788  $ 226,984,798 

 
The accounts classified as investments in the financial statements comprise investments held for the 
Office and the State of South Carolina which are legally restricted and earnings thereon become 
revenue of the specific fund from which the investment was made.  These investments are specific, 
identifiable investment securities, some of which may be included in one of the State Treasurer’s 
investment pools. 
 
The investment types listed above include all investment types in which monies were held as long-
term investments throughout the fiscal year.  For all investment classifications reported above, the 
balances therein fluctuated minimally in excess of the year-end balances throughout the years 
ended June 30, 2000 and 1999.  As discussed in Note 1, GASB Statement Number 31 required 
investments reported at fair value.  Therefore, gains and losses recognized due to market 
fluctuations are recognized as income on deposits and investments. 
 
In accordance with State Law, the IRF and the HLDIRF may invest in a variety of instruments 
including obligations of the United States and its agencies and securities fully guaranteed by the 
United States, certain corporate obligations, certain shares of Federal savings and loan 
associations and State chartered savings and loan associations, and collateralized repurchase 
agreements.  All investments are required to be insured or registered, or held by the State or its 
agent in the name of the State Treasurer as custodian. 
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The Office’s investments are categorized to give an indication of the level of risk assumed by the 
entity at year-end.  The credit risk categories are concerned with custodial credit risk, which is the 
risk that a government will not be able to recover the value of investment or collateral securities 
that are in the possession of an outside party if the counterparty to the investment transaction fails.  
There are three categories of credit risk. 

 
 
2. Investments and Deposits (Continued) 

 
(1) Insured or registered, or securities held by the government or its agent in the government’s 

name. 
 
(2) Uninsured and unregistered, with securities held by the counterparty’s trust department or 

agent in the government’s name. 
 
(3) Uninsured and unregistered, with securities held by the counterparty, or by its trust 

department or agent but not in the government’s name. 
 
At June 30, 2000 and 1999, all of the Office’s long-term investments were in Category (1). 

 
All deposits with financial institutions are required to be insured or collateralized with securities 
held by the State or its agent in the State Treasurer’s name as custodian.  At June 30, 2000 and 
1999, all State Treasurer bank balances were fully insured or collateralized with securities held by 
the State or by its agents in the State’s name. 
 
With respect to investments in the State’s internal cash management pool, all of the State 
Treasurer’s investments are insured or registered or are investments for which the securities are 
held by the State or its agents in the State’s name.  Information pertaining to the reported 
amounts, fair values, and credit risk of the State Treasurer’s investments is disclosed in the 
Comprehensive Annual Financial Report of the State of South Carolina. 
 
During 2000 and 1999, the following amounts (which apply to all investments) were included in 
interest income: 

 
 2000  1999 
    

Discount accretion $ 583,751  $ 167,464 
Premium amortization  (336,840)   (191,457) 
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Net accretion/amortization included in interest income $ 246,911  $ (23,993) 
 

Cash and cash equivalents whose amortized cost reported amounts approximate fair value at June 
30, 2000 and 1999, were composed of the following:  

 
 June 30, 2000  
  

Cash 
Deposits 

  
Repurchase 
Agreements 

  
 

Total 
      

IRF $ (333,419)  $ 53,345,000  $ 53,011,581 
HLDIRF  31,202,311   8,085,112   39,287,423 

 $ 30,868,892  $ 61,430,112  $ 92,299,004 
 
2. Investments and Deposits (Continued) 
 

 June 30, 1999 
  

Cash 
Deposits 

  
Repurchase 
Agreements 

  
 

Total 
      

IRF $ 12,244,195  $ 66,100,000  $ 78,344,195 
HLDIRF  96,954,742   4,000,000   100,954,742 

 $ 109,198,937  $ 70,100,000  $ 179,298,937 
 
At June 30, 2000 and 1999, the IRF bank balances totaled $919,439 and $909,141, 
respectively and the HLDIRF bank balances totaled $31,383,135 and $97,955,725, 
respectively.  All of these amounts were on deposit with the South Carolina State Treasurer’s 
Office. 

 
 The Office held no short-term investments at June 30, 2000 and 1999.  Short-term investments 

held during both fiscal year 2000 and 1999 consisted of U.S. Government agency and 
government-insured securities whose amortized cost reported amounts approximate fair value at 
June 30, 2000.   
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 The investment types listed above include all investment types in which monies were held 
throughout the year ended June 30, 2000 and 1999.  Due to higher cash flows at certain times 
during the year, the Office’s investment in repurchase agreements and short-term investments 
fluctuated significantly.  The maximum amounts held in these classifications during the year ended 
June 30, 2000 and 1999, were as follows: 

 
 2000  1999 
    
Short-term investments $ 30,000,000  $ 30,000,000 

Repurchase agreements $ 71,000,000  $ 71,000,000 
  
 A summary of total investments is as follows: 
 

  2000  1999 
  Amortized 

Cost 
 Fair 

Value 
 Amortized 

Cost 
 Fair 

Value 
         
Long-term investments  $ 264,836,179  $ 269,536,712  $ 226,984,798  $ 233,770,052 
Repurchase agreements   61,430,112   61,430,112   70,100,000   70,100,000 

  $ 326,266,291  $ 330,966,824  $ 297,084,798  $ 303,870,052 
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2. Investments and Deposits (Continued) 
 

A summary of long-term investments (at fair value) by internal service fund is as follows: 
 
   

2000 
  

1999 
     

IRF  $ 251,098,185  $ 212,065,678 
HLDIRF   18,438,527   21,704,374 

  $ 269,536,712  $ 233,770,052 
 
 
3. Premiums Receivable 
 

Premiums receivable at June 30, 2000 and 1999, consist of the following: 
 

June 30, 2000:  Due to: 
       
 
 
 
 

Due From: 

  
 

Insurance 
Reserve  

Fund 

 Health, Life, 
and Disability 

Insurance 
Reserve  

Fund 

  
 
 
 

Total 
      

Local government $ 9,792,628  $ 298,187  $ 10,090,815 
State government  9,215,404   8,418   9,223,822 
Other  367,617   88,531   456,148 
 $ 19,375,649  $ 395,136  $ 19,770,785 

 
June 30, 1999:  Due to: 
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Due From: 

  
 

Insurance 
Reserve  

Fund 

 Health, Life, 
and Disability 

Insurance 
Reserve  

Fund 

  
 
 
 

Total 
      
Local government $ 6,356,732  $ 48,411  $ 6,405,143 
State government  9,070,004   375,600   9,445,604 
Other  261,728   15,988   277,716 
 $ 15,688,464  $ 439,999  $ 16,128,463 

 
 

3. Premiums Receivable (Continued) 
 
Premiums receivable and deferred premium revenue include approximately $16,000,000 and 
$14,700,000 attributable to premiums billed in advance of coverage as of June 30, 2000 and 
1999, respectively. 

 
 
4. Due from South Carolina Division of Retirement 
 

$15,913,098 and $14,413,183 ($15,322,911 and $13,914,400 from South Carolina Retirement 
System and $590,187 and $498,783 from Police Officers Retirement System) were due from the 
South Carolina Retirement Systems at June 30, 2000 and 1999, respectively.  The above 
amounts represent revenues recognized on behalf of Health, Life, and Disability Insurance 
Reserve Fund of a percentage of covered compensation from all State agencies and public school 
systems to be used for health and dental insurance benefits of State retirees.  The percentages in 
effect were 1.95% from July 1, 1999 to December 31, 1999 and 2.16% from January 1, 2000 to 
June 30, 2000 and 2.03% for fiscal year 1999.  In accordance with provisions of the 
Appropriations Act for each year, an additional employer contribution surcharge on covered 
payroll was added to the contribution rate applicable to entities covered by the State Health 
Insurance Plan.    
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5. Notes Receivable 
 

Amounts due from notes receivable in the Insurance Reserve Fund at June 30, 2000 and 1999, 
consist of the following: 

 
  2000  1999 

Due from State Agencies     
     

Six and twelve notes respectively, due under the 
I.P.P. program in monthly/annual installments, 
including interest at 6.5%; collateralized by the 
assignment of notes issued by the Office of General 
Services for the Installment Purchase Program; 
range of maturity 1999 to 2006. 

  
 
 
 
 
 
$ 6,160,099 

  
 
 
 
 
 
$ 7,599,201 

     
Due from Engineering Services Section of the 

Office of General Services 
    

     
Three notes, due in annual installments, including 
interest from 5.5% to 8%; range of maturity 2004 
to 2005. 

  
 
 1,787,393 

  
 
 2,373,841 

     
Due from Savannah Valley Development 

Division of the Department of Commerce 
    

     
One note in the principal amount of $3,306,893 

with interest at 8%; maturity date is January 31, 
2021. 

  
 
 976,892 

  
 

 1,576,893 
 

One note in the principal amount of $2,500,000 
with interest at 8%; maturity date is January 31, 
2022. 

  
 
 2,500,000 

  
 
 2,500,000 
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One note in the principal amount of $121,239 with 
interest at 8%; maturity date is January 31, 
2022. 

  
 
 121,239 

  
 
 121,239 

     
One note in the principal amount of $1,227,733 

with interest at 8%; maturity date is January 31, 
2023. 

  
 
 1,227,733 

  
 
 1,227,733 

     
     

     
5. Notes Receivable (Continued)     

  2000  1999 
     
One note in the principal amount of $2,690,812 

with interest at 8%; maturity date is January 31, 
2024. 

  
 
 2,690,812 

  
 
 2,690,812 

     
One note in the principal amount of $1,260,186 

with interest at 8%; maturity date is January 31, 
2024. 

  
 
 1,260,186 

  
 
 1,260,186 

     
One note in the principal amount of $1,569,410 

with interest at 8%; maturity date is January 31, 
2024. 

  
 
 1,569,410 

  
 
 1,569,410 

     
One note in the principal amount of $1,730,361 

with interest at 8%; maturity date is January 31, 
2027. 

  
 
 1,730,361 

  
 
 1,730,361 

     
One note in the principal amount of $1,139,070 

with interest at 8%; maturity date is January 31, 
2028. 

  
 
 1,139,070 

  
 
 1,139,070 

     
One note in the principal amount of $2,423,517 

with interest at 8%; maturity date is January 31, 
2029. 

  
 
 2,423,517 

  
 
 2,423,517 
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One note in the principal amount of $1,224,262 

with interest at 8%; maturity date is January 31, 
2030. 

  
 
 1,224,262 

  
 
 — 

Total   24,810,974   26,212,263 
Less current portion   (1,556,018)   (2,025,551) 

Total  $ 23,254,956  $ 24,186,712 
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6. Fixed Assets and Contributed Capital 
 

The following are summaries of changes in fixed assets of the Internal Service Funds for each 
year. 

 
     

 Balance 
June 30, 

1999 

 
 

Additions 

  
 

Deletions  

 Balance 
June 30, 

2000 
     

Furniture and Equipment $2,186,130  $ 108,086  $ 118,672  $ 2,175,544 
        

     
 Balance 

June 30, 
1998 

 
 

Additions 

  
 

Deletions  

 Balance 
June 30, 

1999 
     

Furniture and Equipment $1,997,809  $ 259,732  $ 71,411  $2,186,130 
 

A summary of fixed assets by fund at June 30, 2000 and 1999, is as follows: 
 

 
 

June 30, 2000 

Furniture  
and  

Equipment 

 
Accumulated 
Depreciation 

 Net  
Book 
Value 

    
Insurance Reserve Fund $ 925,910  $ 684,971  $ 240,939 
Health, Life and Disability Insurance Reserve 

Fund 
 
 1,249,634 

  
 771,325 

  
 478,309 

Total $ 2,175,544  $ 1,456,296  $ 719,248 
 

    
 
 

June 30, 1999 

Furniture  
and  

Equipment 

 
Accumulated 
Depreciation 

 Net  
Book 
Value 

    
Insurance Reserve Fund $ 938,326  $ 571,208  $ 367,118 
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Health, Life and Disability Insurance Reserve 
Fund 

 
 1,247,804 

  
 700,934 

  
 546,870 

Total $ 2,186,130  $ 1,272,142  $ 913,988 
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6. Fixed Assets and Contributed Capital (Continued) 
 

Depreciation expense for the years ended June 30, 2000 and 1999, was $290,790 and 
$344,385, respectively. 
 
The following is a schedule of changes in contributed capital for the years ended June 30, 2000 
and 1999. 

 
   Health, Life, and 

Disability Insurance 
Reserve Fund 

    
Balance, June 30, 1998   $ 45,974 

Donated assets-year ended June 30, 1999    — 
Disposal of assets-year ended June 30, 1999    (5,532) 

    
Balance, June 30, 1999    40,442 

Donated assets-year ended June 30, 2000    — 
Disposal of assets-year ended June 30, 2000    — 

Balance, June 30, 2000   $ 40,442 
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7. Lease Obligations 
 

The Office leases office space accounted for as an operating lease.  The office space lease was 
amended effective May 1, 1997, and now expires June 30, 2002.  Rental expense under this 
lease for the years ended June 30, 2000 and 1999, was $791,107 and $669,055.  The lease 
payments are fixed for the remaining life of the lease.  The lease contains a renewal option which 
expires June 30, 2002. 
 
The following schedule summarizes the Office’s obligations under operating leases having 
remaining terms in excess of one year as of June 30, 2000: 

 
Fiscal Year 

Ending June 30, 
  

Total  
    

2001   $ 791,107 
2002     791,107 

Total   $ 1,582,214 
 
The Office has also entered into a number of operating leases which expire in various years from 
2001 through 2004 for office equipment which contain cancellation provisions and are subject to 
annual appropriation.  In the normal course of business, operating leases are generally renewed or 
replaced by other leases.  Operating leases are generally payable on a monthly basis.  For the 
years ended June 30, 2000 and 1999, expenses under these leases were approximately $26,550 
and $37,000, respectively. 

 
 
8. Retained Earnings-Reserved 
 

Installment Purchase Program-The Insurance Reserve Fund “Installment Purchase Program” 
consists of notes issued by State agencies and institutions to the Division of General Services to 
finance the purchase of office, telecommunications, medical, and data processing equipment.  The 
program is authorized under South Carolina State Code 1-1-1020.  The program is funded 
through loans from the Insurance Reserve Fund to the Office of General Services.  Effective July 
1, 1994, this program is administered by the State Treasurer’s Office.  At June 30, 2000 and 
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1999, $35,000,000 of the retained earnings of the Insurance Reserve Fund was reserved for 
support of the program.  The total balance outstanding at June 30, 2000 and 1999, was 
$6,160,099 and $7,599,201, respectively. 
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8. Retained Earnings-Reserved (Continued) 

 
Savannah Valley Development Program-At June 30, 2000 and 1999, $20,000,000 of the 
Insurance Reserve Fund retained earnings has been reserved for loans to the Savannah Valley 
Development Division of the Department of Commerce, as authorized under South Carolina State 
Code 13-9-10, formerly the Clark’s Hill-Russell Authority (a Joint Resolution; R-22, H2516; of 
the State, approved March 12, 1987, and R-755, H2680; of the State, approved June 20, 
1988).  As of June 30, 2000 and 1999, $16,863,482 and $16,239,222, respectively, was 
outstanding. 

 
 

9. Pension Plans 
 

The majority of employees of the Office are covered by a retirement plan through the South 
Carolina Retirement System (SCRS), a cost-sharing multiple-employer defined benefit pension 
plan administered by the Retirement Division of the State Budget and Control Board, a public 
employee retirement system.  Generally all State employees are required to participate in and 
contribute to the SCRS as a condition of employment unless exempted by law as provided in 
Section 9-1-480 of the South Carolina Code of Laws.  This plan provides retirement annuity 
benefits as well as disability, cost of living adjustment, death, and group-life insurance benefits to 
eligible employees and retirees. 

 
The Retirement Division maintains four independent defined benefit plans and issues its own 
publicly available Comprehensive Annual Financial Report (CAFR) which includes financial 
statements and required supplementary information.  A copy of the separately issued CAFR may 
be obtained by writing to the South Carolina Retirement Division, Post Office Box 11960, 
Columbia, South Carolina  29211-1960.  Furthermore, the Division and the four pension plans 
are included in the CAFR of the State of South Carolina. 
 
Under the SCRS, employees are eligible for a full service retirement annuity upon reaching age 65 
or completion of 30 years credited service regardless of age.  The benefit formula for full benefits 
effective since July 1, 1989, for the SCRS is 1.82 percent of an employee’s average final 
compensation multiplied by the number of years of credited service.  Early retirement options with 
reduced benefits are available as early as age 55.  Employees are vested for a deferred annuity 
after five years service and qualify for a survivor’s benefit upon completion of 15 years credited 
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service.  Disability annuity benefits are payable to employees totally and permanently disabled 
provided they have a minimum of five years credited service.   A group-life insurance benefit equal 
to an employee’s annual rate of compensation is payable upon the death of an active employee 
with a minimum of one year of credited service. 
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9. Pension Plans (Continued) 

 
Since July 1, 1988, employees participating in the SCRS have been required to contribute 6 
percent of all compensation.  For the years ended June 30, 2000, 1999 and 1998 the employer 
contribution rate was 7.55 percent (before a surcharge to fund retiree health and dental insurance 
coverage).  The Office’s actual contributions to the SCRS for those years were approximately 
$473,000, $427,000 and $398,000, respectively, and equaled the required contributions of 7.55 
percent (excluding the surcharge) for each year.  Also, the Office paid employer group-life 
insurance contributions at the rate of .15 percent of compensation for the years ended June 30, 
2000, 1999 and 1998. 
 
The amounts paid by the Office for pension and group-life benefits are reported as employer 
contribution expenditures within the applicable administrative expenditure categories to which the 
related salaries are charged. 
 
Article X, Section 16 of the South Carolina Constitution requires that all State-operated 
retirement systems be funded on a sound actuarial basis.  Title 9 of the South Carolina Code of 
Laws of 1976, as amended, prescribes requirements relating to membership, benefit and 
employee/employer contributions for each retirement system.  Employee and employer 
contribution rates to SCRS are actuarially determined.  The surcharges to fund retiree health and 
dental insurance are not part of the actuarially established rates.  Annual benefits, payable monthly 
for life, are based on length of service and on average final compensation (an annualized average 
of the employee’s highest 12 consecutive quarters of compensation). 

 
The Systems do not make separate measurements of assets and pension benefit obligations for 
individual employers.  Under Title 9 of the South Carolina Code of Laws, the Office’s liability 
under the plans is limited to the amount of contributions (stated as a percentage of covered 
payroll) established by the State Budget and Control Board.  Therefore, the Office’s liability 
under the pension plans is limited to the amounts appropriated therefore in the South Carolina 
Appropriation Act and amounts from other applicable revenue sources.  Accordingly, the Office 
recognizes no contingent liability for unfunded costs associated with participation in the plans. 

 
An Act passed in the last General Assembly session which had not been signed by the Governor 
as of June 30, 2000 will amend Chapter 1, Title 9 of the 1976 Code of Laws, relating to the 
South Carolina Retirement System effective July 1, 2000, with some provisions effective January 
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1, 2001.  The amendment will enact the Teacher and Employee Retention Incentive Program, 
reduce from thirty to twenty-eight the years of creditable service required to retire at any age 
without penalty and make other changes to the South Carolina Retirement System. 
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10. Post-Employment and Other Employee Benefits 
 

In accordance with the South Carolina Code of Laws and the annual Appropriation Act, the State 
of South Carolina provides certain health care, dental, and life insurance benefits to certain active 
and retired State employees and certain surviving dependents of retirees.  All permanent full-time 
and certain permanent part-time employees of the Office are eligible to receive these benefits.  
The State provides post employment health and dental benefits to employees who retire from 
State service or who terminated with at least 20 years of State service  who  meet  one or more of 
the eligibility requirements, such as age, length of service, and hire date.  Generally those who 
retire must have at least 10 years of retirement service credit to qualify for State-funded benefits.  
Benefits are effective at date of retirement when the employee is eligible for retirement benefits. 
 
These benefits are provided through annual appropriations by the General Assembly to the Office 
for its active employees and to the State Budget and Control Board for all participating State 
retirees except the portion funded through the pension surcharge and provided from other 
applicable sources of the Office for its active employees who are not funded by State General 
Fund appropriations.  The State finances health and dental plan benefits on a pay-as-you-go 
basis.  
 
The Office recorded employer contributions expenditures within the applicable administrative 
expenditure categories for these insurance benefits for active employees of approximately 
$332,000, $288,000 and $267,000 for the years ended June 30, 2000, 1999 and 1998, 
respectively.  As discussed in Note 9, the Office paid approximately $94,000, $91,000 and 
$81,000 for the years ended June 30, 2000, 1999 and 1998, respectively, applicable to the 
surcharge included with the employer contributions for retirement benefits (1.95% for 2000, 
2.03% for 1999 and 1.916% for 1998). 

 
Information regarding the cost of insurance benefits applicable to Office retirees is not available.  
By State law, the Office has no liability for retirement benefits.  Accordingly, the cost of providing 
these benefits for retirees is not included in the accompanying financial statements. 
 
In addition, the State General Assembly periodically directs the Retirement Systems to pay 
supplemental (cost of living) increases to retirees.  Such increases are primarily funded from 
Systems’ earnings; however, a portion of the required amount is appropriated from the State 
General Fund annually for the SCRS benefits. 
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11. Deferred Compensation Plans  
 

Several optional deferred compensation plans are available to State employees and employers of 
its political subdivisions.  Certain employees of the Office have elected to participate.  The 
multiple-employer plans, created under Internal Revenue Code Sections 457, 401 (k), and 403 
(b), are administered by third parties and are not included in the Comprehensive Annual Financial 
Report of the State of South Carolina.  Compensation deferred under the plans is placed in trust 
for the contributing employee.  The State has no liability for losses under the plans.  Employees 
may withdraw the current value of their contributions when they terminate State employment.  
Employees may also withdraw contributions prior to termination if they meet requirements 
specified by the applicable plan. 
 
The State appropriated funds from unspent fiscal year 1998-1999 general fund appropriations 
above the ten percent set aside, for contributions to 401(k) accounts of eligible state employees.  
The appropriated 401(k) match is limited to $300.  To be eligible, an employee must meet the 
following eligibility requirements: 
 
1. The employee must be a permanent full-time State employee for 24 continuous months as of 

July 1, 1999 and be employed on the date of distribution and 
 
2. Must have established a 401(k) account with annual contributions equal to the match (this 

requirement is not required for employees earning less than $20,000). 
 
In April, 2000 the State contributed $118 to the 401(k) accounts of each eligible State employee. 

 
 
12. Transactions with State Entities 
 

The Office has significant transactions with the State of South Carolina and various State agencies. 
 
Services received at no cost include payroll processing, disbursement processing and maintenance 
of certain accounting records from the Comptroller General; check preparation, banking and 
investment functions from the State Treasurer; and legal services from the Attorney General. 
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The following services are provided for a fee to various State agencies and within the South 
Carolina State Budget and Control Board.  The fees are recorded as revenues in the financial 
statements for the Insurance Reserve Fund and the Health, Life, and Disability Insurance Reserve 
Fund.  Total amounts of premiums received from other state agencies is not readily available. 

 
 

12. Transactions with State Entities (Continued) 
 
Health, Life, and Disability Insurance Fund: 

Health, dental, basic group-life and disability, and State Life and Long-Term Disability  
insurance coverage for state agencies and local governments 

 
Insurance Reserve Fund: 

Property coverage for state and local governments 
 
A significant portion of the Office’s total insurance premium revenue is for insurance premiums 
charged to other state agencies and divisions of the South Carolina State Budget and Control 
Board.  Premiums owed from these entities were $9,223,822 and $9,445,604 at June 30, 2000 
and 1999, respectively. 
 
The following details the insurance premiums charged by the Office to other state agencies and 
divisions of the South Carolina State Budget and Control Board during the years ended June 30, 
2000 and 1999: 

 
 2000  1999 
    
Tort liability $ 13,928,475  $ 16,345,043 
Auto liability 5,228,448  5,204,589 
Professional liability 5,138,563  4,961,915 
Comprehensive and collision 223,177  231,602 
School bus liability 31,107  3,081,442 
Fire 3,292,996  2,911,845 
Extended coverage 1,642,421  1,451,420 
Inland Marine 915,687  826,848 
Active employees:    

Health 221,770,332  202,756,215 
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Dental 16,376,868  16,283,948 
Life 2,096,207  1,461,615 
Long-term disability 5,091,545  4,794,235 
Dependent/optional life 10,468,539  9,520,305 
HMO-point of service 5,092,262  1,615,563 

Retirees:    
Health 15,814,628  14,366,111 
Dental 1,112,711  1,047,586 
Retiree surcharge 46,612,711  39,255,882 
HMO-point of service 22,637  4,533 

Other premium revenues 1,628,281  1,453,271 

 $ 356,487,595  $ 327,573,968 
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12. Transactions with State Entities (Continued) 

 
The Office had financial transactions with various State agencies during the fiscal year.  Significant 
payments were made to Divisions (Offices) of the State Budget and Control Board for retirement 
and insurance plans contributions, vehicle rental, surplus property disposal fees, office supplies, 
printing, and telephone, interagency mail, data processing services, purchasing, record 
maintenance, internal audit and personnel services.  Significant payments were also made for 
unemployment and workers’ compensation coverage for employees to other agencies.  The 
amounts of 2000 and 1999 expenditures applicable to related party transactions are not readily 
available. 
 
The following services are received from other Divisions (Offices) of the South Carolina State 
Budget and Control Board at no charge: 
 

Division of Operations 
Record storage 

Division of Retirement 
Collection of health and dental premiums from retirees 
Retirement plan administration 
Collection of retiree insurance surcharge from employers 

 
The Office acted as fiduciary for premiums collected from state agencies for State Life and Long-
Term Disability.  During the year ended June 30, 2000 and 1999, $1,969,841 and $1,886,549, 
respectively was collected from state agencies and disbursed to the State Life and Long-Term 
Disability carrier.   
 
Additionally, refer to Note 4 for a description of the amounts due from South Carolina Division of 
Retirement. 
 
The Office offers a managed care pilot program to MUSC’s employees living in Charleston, 
Dorchester or Berkeley counties.  Refer to Note 1 for a complete description. 
 
 

13. Contingencies 
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By the nature of its operations and responsibilities as an insurer, the Office has been named in a 
number of lawsuits, many of which are pending.  A provision has been made in the financial 
statements for the payment of routine claims.  Management is not aware of any other claims that, 
in their opinion, would have a material effect on the financial statements and, therefore, no liability 
has been recorded. 
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14. Risk Management/Reinsurance 
 

The Office is exposed to various risks of loss and maintains State or commercial insurance 
coverage for each of those risks except for certain types of risks for which it is self-insured (these 
risks are further described herein).  Management believes such coverage is sufficient to preclude 
any significant uninsured losses for the covered risks.  There were no significant reductions in 
insurance coverage from coverage in the prior year.  Settled claims have not exceeded this 
coverage in any of the past three years.   

 
The Office pays insurance premiums to itself, certain other State agencies and commercial insurers 
to cover risks that may occur in normal operations.  The insurers promise to pay to or on behalf of 
the insured for covered economic losses sustained during the policy period in accord with 
insurance policy and benefit program limits. 

 
State management believes it is more economical to manage certain risks internally and set aside 
assets for claim settlement.  Several State funds accumulate assets and the State itself assumes 
substantially all risks for the following: 

 
1. Claims of State employees for unemployment compensation benefits (Employment Security 

Commission); 
2. Claims of covered employees for workers’ compensation benefits for job-related illnesses or 

injuries (State Accident Fund); 
3. Claims of covered public employees for health and dental insurance benefits (Office of 

Insurance Services); and 
4. Claims of covered public employees for long-term disability and group-life insurance benefits 

(Office of Insurance Services). 
 

Employees elect health coverage through either a health maintenance organization or through the 
State’s self-insured plan.  All of the other coverages listed above are through the applicable State 
self-insured plan except dependent and optional life premiums are remitted to commercial carriers. 

 
The Office and other entities pay premiums to the Insurance Reserve Fund which issues policies, 
accumulates assets to cover the risks of loss, and pays claims incurred for covered losses related 
to the following Office assets, activities, and/or events: 
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1. Theft of, damage to, or destruction of assets; 
2. Auto liability for non-state owned vehicles; and 
3. General torts. 
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14. Risk Management/Reinsurance (Continued) 
 

State agencies and other entities are the primary participants in the HLDIRF and in IRF. 
 
The Office obtains coverage of up to $750,000 per loss through a commercial carrier for 
employee fidelity bond insurance for all employees for losses arising from theft or 
misappropriation. 
 
The Office has recorded insurance premium expense regarding its internal operations in the 
applicable administrative expense categories. 
 
The Office has not transferred the portion of the risk of loss related to insurance policy 
deductibles and limits.  The Office has not reported an estimated claims loss expense, and the 
related liability at June 30, 2000 or 1999, based on the requirements of GASB 10 because 
information at June 30 did not indicate that an asset had been impaired or a liability had been 
incurred.  GASB 10 states that a liability for claims must be reported only if information prior to 
issuance of the financial statements indicates that it is probable that an asset has been impaired or 
a liability has been incurred on or before June 30 and the amount of loss is reasonably estimable. 

 
The Insurance Reserve Fund purchases insurance and reinsurance and separately reports the 
related reinsurance premium and premium expenses.  Insurance is purchased to cover risks where 
the Insurance Reserve Fund has limited expertise (aircraft insurance and ocean marine insurance).  
Reinsurance is purchased to limit the Insurance Reserve Fund’s liability for catastrophic loss 
(property reinsurance and medical professional liability reinsurance), to obtain specialized 
engineering services (boiler and machinery reinsurance), or to obtain services for which the 
Insurance Reserve Fund is not adequately staffed (automobile liability reinsurance). 

 
The Office of Insurance Services, Health, Life, and Disability Insurance Reserve Fund self-insures 
health and dental insurance for all participating governmental employees, including those of the 
Office.  Additionally, effective January 1, 1999, the HLDIRF began offering a self-insured HMO 
point of service plan to certain employees of MUSC.  The HLDIRF purchases coverage for basic 
group life, dependent life, optional supplemental life, group optional life and basic disability from 
commercial carriers.  The State Life and Long-Term Disability program is also self-insured. 
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The Office of Insurance Services, Insurance Reserve Fund self insures Tort Liability Insurance, 
Automobile Physical Damage Insurance, and the self insured retention for Property, Medical 
Professional Liability, and Boiler and Machinery Insurance. 
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14. Risk Management/Reinsurance (Continued) 

 
Reinsurance for catastrophic losses is purchased for losses above the following loss levels: 

 
Property-$2,000,000 per location/$10,000,000 per occurrence  
Medical malpractice-$250,000 

 
 
15. Discussion of Net Loss in FY 1999-2000 

 
During 1999/2000, the Health, Life and Disability Insurance Reserve Fund reported a net loss of 
$91,797,766.  This loss, along with other losses in recent years, has resulted in a retained deficit 
of $82,024,522 for the Fund at June 30, 2000.  Additionally, Section 1-11-710(A)(4) of the 
South Carolina Code of Laws, 1976, as amended, stipulates that “a reserve equal to not less than 
an average of one and one-half months’ claims must be maintained in the accounts and all funds in 
excess of the reserve must be used to reduce premium rates or expand benefits as funding 
permits.”  Due to the above loss and the resulting decrease in cash reserves, the HLDIRF is not in 
compliance with the above statute. 
 
Management has reviewed the above situations and offers the following analysis: 
 

State Health Plan claims expenditures during the fiscal year continued to grow at a pace 
unprecedented in recent years.  Contribution rates for Calendar Year 1999 were thought to be 
adequate at the time they were established in August 1998.  Subsequent claims experience 
proved that not to be the case.  Because of this excessive growth in claims, primarily the result 
of additional service volume, an “emergency” increase in the employer contribution was enacted 
in June 1999 for a January 2000 effective date.  It was understood at that time that expenditures 
would exceed income for Calendar Year 2000; the contribution increase was established with 
the intent of generating sufficient revenue, in combination with cash reserves, to pay claims 
throughout Plan Year 2000. 
 
Office of Insurance Services staff spent a considerable amount of time briefing representatives 
of the executive and legislative branches as to the Plan’s financial condition from the time the 
critical situation was known late last spring through the 2000 legislative session.  A standard 
presentation was prepared and constantly updated with detailed information concerning the 
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causes of the situation and projections as to short-term financial outcomes.  Quarterly reports 
were distributed to Board members and other interested parties noting the declining cash 
balance in the State Health Plan’s reserve account.  The General Assembly recognized the 
unique nature of the current financial situation by enacting a temporary proviso reducing the cash 
reserve requirement for Plan Year 2001 by half:  from the statutory 1 1/2 claim months to 22 
days. 
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15. Discussion of Net Loss in FY 1999-2000 (Continued) 

 
Another factor contributing to the operating deficit during the fiscal year is the change in the 
prescription drug benefit methodology effective January 2000.  The Plan went from a system in 
which prescription drugs were payable after filing of a paper claim by the patient to one in which 
prescriptions are electronically filed by the pharmacy.  This change, estimated to be cost neutral 
over the course of a year, nonetheless resulted in an acceleration of drug claims payments, such 
that during the first half of Calendar 2000, the Plan was paying substantially for both 1999 and 
2000 drug claims incurrals. 
 
The Plan’s critical funding situation has been addressed with a series of major actions that will 
become effective January 2001.  The employer contribution will increase by 20% for Calendar 
Year 2001, and benefit payments will be reduced in the form of a hike in the annual deductible 
of $50/person, $100/family, and an increase in the patient share of coinsurance by 5%.  In 
addition, enrollee contribution rates will increase by $5/month regardless of level of coverage.  
Management is hopeful that these actions will result in positive movement toward restoration of 
Plan reserves and correction of the Plan’s deficit financial position. 
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16. Reconciliation of Claims Liabilities by Fund 
 

The schedule below presents the changes in claims liabilities for the past two years for the Office’s 
two funds. 

 

  
 

Insurance 
Reserve Fund 

 Health, Life, 
 and Disability  

Insurance 
Reserve Fund 

 2000  1999  2000  1999 
 (In thousands)  (In thousands) 
        

Unpaid claims and claim adjustment 
expenses at beginning of the fiscal 
year 

 
 
$ 138,899 

  
 
$ 146,778 

  
 
$ 128,806 

  
 
$ 101,644 

        

Incurred claims and claim adjustment 
expenses:   

       

Provision for insured events of the 
current fiscal year 

 
36,860 

  
38,515 

  
666,644 

  
476,306 

Increases (decreases) in provision 
for insured events of prior fiscal 
years 

 
 

2,984 

  
 

(17,494) 

  
 

75,238 

  
 

165,842 
Total incurred claims and claim 

adjustment expenses 
 

39,844 
  

21,021 
  

741,882 
  

642,148 
        

Payments:        
Claims and claim adjustment 

expenses attributable to insured 
events of the current fiscal year 

 
 

7,422 

  
 

10,785 

  
 

566,987 

  
 

405,982 
Claims and claim adjustment 

expenses attributable to insured 
events of prior fiscal years 

 
 

20,172 

  
 

18,115 

  
 

146,262 

  
 

209,004 
Total payments 27,594  28,900  713,249  614,986 
        

Total unpaid claims and claim 
adjustment expenses at end of the 
fiscal year 

 
 
$ 151,149 

  
 
$ 138,899 

  
 
$ 157,439 

  
 
$ 128,806 

 

The above totals are comprised of the following: 
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Claims payable  $ 89,916 $ 87,881 $ 39,039 $ 27,234 
Claims incurred but not reported 61,233  51,018  118,400  101,572 

Total $ 151,149  $ 138,899  $ 157,439  $ 128,806 
 

 The HMO self-insured managed care plan liability at June 30, 2000 was $906,774 and is included 
in the claims liability of HLDIRF listed above. 

 
 
17. Demutualization-Contract Dividend 
 
 During fiscal year 1999, the Office’s State Life and LTD carrier converted from a mutual 

ownership company to a stock ownership company.  This conversion has no effect on the plans 
offered to employees and coverage for the insureds.  The conversion resulted in a return of 
premium to the Office of $1,085,708 and of $215,294 for the LTD and the State Life contracts 
respectively.  The Office disbursed $1,063,742 as a return of premium, of the LTD funds to its 
insureds.  The balance of the LTD funds was held to cover administrative expenses.  As the State 
Life premiums were paid by the State, those funds will be held in the HLDIRF. 


















